direction and leadership to this promising sector of the developing economy. At present, it is one of the major foreign exchange generating industries in Sri Lanka and nearly 1, 50,000 people directly or indirectly depend on the industry for their livelihood. During the last two decades, Sri Lankan tourism has had many set-backs mainly due to the uncertain security situation that prevailed in the country. This situation has been further exacerbated by the Tsunami of 2004, which devastated nearly 2/3 rd of the coastal area and many of the tourist hotels located along the coastal belt. Further, the global economic recession also had a major impact on the industry. Due to these adversities, the sector showed an overall 11.7 percent drop in tourists for the year 2007, compared with the previous year. Threat of violence also caused a 31.4 percent year-on-year plunge in visitors for August 2008. Still, the ministry of tourism itself aims to take a strategic approach to promote Sri Lanka as a leading tourism destination. The Sri Lankan government has expected tourism to be an important growth mechanism, as it provides an important source of foreign exchange earnings. Thus, there is a need to investigate the impact of tourism on economic growth in Sri Lanka. The remaining of the paper is organized in the following way. Section II dwells on literature review. Section III presents the econometric methodology, section IV contains empirical results and discussion, and finally, concludes are drawn in section V.
II. Review of Literature
There have been several empirical studies which explored the impact of tourism on economic growth in emerging economies (Gamage, 1978 , King and Gamage, 1994 and Ihalanayake, 1996 . Hazari and Sgro (1995) developed a growth model in which they model tourism as an added component to the domestic aggregate demand. Furthermore, they model the foreign supply of capital and the growth in export as dependent on tourism growth. Wanhill (1983) investigated co-integration and causality between tourism and economic growth in Mauritius and found that tourism has contributed to economic growth. Moreover, he claimed that tourism has a significant positive impact on Mauritian economic development. Balaguer and CantavellaJordá (2002) investigated the causality between tourism and economic growth in Spain and found that tourism has contributed to economic growth. Furthermore, they claimed that tourism has a significant positive impact on Spanish economic development. Dritsakis (2004) examined the impact of tourism on economic growth of Greece. He concluded that there is a strong unidirectional causality runs from international tourism receipts to economic growth. Moreover, Kasman and Kasman (2004) , Yildirim and Öcal (2004) , Gündüz and Hatemi (2005) and Aslan (2008) found that there exists unidirectional causality running from tourism towards the economic growth. Wickremasinghe and Ihalanayake (2006) examined the causal relationship between tourism and economic growth using multivariate cointegration, errorcorrection modelling and variance decomposition analysis. The results of the study suggest that there is a significant causal relationship from tourism receipts to the Gross Domestic Product (GDP) of Sri Lanka. Yavuz (2006) , in his study found that there is no causality relationship between tourism income and economic growth for the Turkey based on the Granger causality test results and Toda-Yamamoto approach. Recently, Zortuk (2009) investigated the relationship between the expansion in tourism and economic growth using Granger causality test based on VECM and he discovered that a unidirectional causality from tourism development to economic development exists between the two variables. From the above literature survey, it is clear that most of the empirical studies were mainly focused on emerging economies. However, studies regarding Sri Lankan case are found to be meager. Besides, the majority of the previous studies have mainly used either the residualbased cointegration test associated with Engle and Granger (1987) or the maximum likelihood test based on Johansen (1988) and Johansen and Juselius (1990) . Yet it is now well known that these cointegration techniques may not be appropriate when the sample size is too small (see Narayan and Smyth, 2005 and Odhiambo, 2009 ). The present study attempts to investigate the impact of tourism on economic growth in Sri Lanka using the newly developed ARDL-Bounds testing approach. Unlike other cointegration techniques, the ARDL does not impose a restrictive assumption that all the variables under study must be integrated of the same order. Secondly, while other cointegration techniques are sensitive to the size of the sample, the ARDL test is suitable even if the sample size is small.
III. Methodology
The Autoregressive Distributed Lag (ARDL) bounds testing approach has been employed in this paper to examine the impact of tourism on economic growth in Sri Lanka. The ARDL modeling approach was originally introduced by Pesaran and Shin (1999) and further extended by Pesaran, Shin and Smith (2001). This approach is based on the estimation of an Unrestricted Error Correction Model (UECM) which enjoys several advantages over the conventional type of cointegration techniques. First, it can be applied to a small sample size study (Pesaran et al., 2001 ) and therefore conducting bounds testing will be appropriate for the present study. Second, it estimates the short-and long-run components of the model simultaneously, removing problems associated with omitted variables and autocorrelation. Third, the standard Wald or F-statistics used in the bounds test has a nonstandard distribution under the null hypothesis of no-cointegration relationship between the examined variables, irrespective whether the underlying variables are I(0), I(1) or fractionally integrated. Fourth, this technique generally provides unbiased estimates of the long-run model and valid t-statistic even when some of the regressors are endogenous (Harris and Sollis 2003) . Inder (1993) and Pesaran and Pesaran (1997) have shown that the inclusion of the dynamics may correct the endogenity bias. Fifth, the short as well as long-run parameters of the model could be estimated simultaneously. Sixth, once the orders of the lags in the ARDL model have been appropriately selected, we can estimate the cointegration relationship using a simple Ordinary Least Square (OLS) method. In view of the above advantages, ARDL-UECM used in the present study has the following form as expressed in Equation (1):
where, G and T are gross domestic product and tourism receipts, respectively; ∆ denotes a first difference operator; it represents natural logarithmic transformation; β0 is an intercept and εt is a white noise error term. The first step in the ARDL bounds testing approach is to estimate Equation (1) by ordinary least squares in order to test for existence of a long-run relationship among the variables by conducting an F-test for the joint significance of the coefficients of the lagged level variables, i.e., H0: β1 = β2 = 0 against the alternative H1: β1 ≠ β2 ≠ 0. Two sets of critical value bounds for the F-statistic are generated by Pesaran, et al. (2001) . If the computed F-statistic falls below the lower bound critical value, the null hypothesis of no-cointegration cannot be rejected. Contrary, if the computed F-statistic lies above the upper bound critical value; the null hypothesis is rejected, implying that there is a long-run cointegration relationship amongst the variables in the model. Nevertheless, if the calculated value falls within the bounds, inference is inconclusive. In the second step, once cointegration is established, the conditional ARDL long-run model for Gt can be estimated as:
where, all variables are previously defined. This involves selecting the orders of the ARDL (p, q) model using Schwarz Bayesian Criterion (SBC). In the third and final step, we obtain the short-run dynamic parameters by estimating an error correction model associated with the long-run estimates. This is specified as follows:
where, δ1 and δ2 are the short-run dynamic coefficients of the model's convergence to equilibrium and φ is the speed of adjustment parameter and ECM is the error correction term that is derived from the estimated equilibrium relationship of Equation (1) . In this study, the annual time series data of the two variables under consideration, namely the Gross Domestic Product (GDP) and the official tourist receipts of Sri Lanka (both in US $ million), have been 
IV. Empirical Results and Discussions
Before we proceed with the ARDL bounds test, we test for the stationarity status of the selected time series data to determine their order of integration. This is to ensure that the variables should not be stationary at an order of I(2) because the computed F-statistics provided by Pesaran, Shin and Smith (2001) are valid only when the variables are I(0) or I(1). Therefore, we conducted the Augmented Dickey-Fuller (ADF) test and its result is presented in Table 1 . The unit root test results reveal that the tourism receipts and gross domestic product series are found to be integrated at an order of I(0) and I(1), respectively. Then, we employed Autoregressive Distributed Lag (ARDL) bounds testing approach to examine the impact of tourism on economic growth in Sri Lanka. Table 2 presents the result of ARDL bounds test for the cointegration relationship based on equation (1) . The appropriate lag length was selected on the basis of Schwarz Bayesian Criterion (SBC) for the conditional ARDL-UECM. The Table result reveals that the computed F-statistic is obviously greater than the upper bound critical value of 4.85 at the five per cent significant level. Thus, the null hypothesis of no cointegration is rejected, indicating there is a stable long-run cointegration relationship among the tourism and economic growth in Sri Lanka. Once the existence of cointegration relationship among the variables is confirmed, equation (2) was estimated for the long-run coefficients of the selected ARDL (1, 1) model based on the Schwarz Bayesian Criterion (SBC) and its results are presented in Table 2 4 .
4 The long-run estimates and their standard errors were obtained using Microfit 4.0. (Pesaran and Pesaran, 1997) . This uses Bewley's (1979) regression method to estimate the asymptotic standard errors and is equivalent to the so-called 'delta' method (Greene, 1993 , p. 297). The table result reveals that the estimated coefficient of tourism is positive and significant at one per cent level. It shows that in the long run, one percent increase in the tourism receipts leads to approximately 0.81 percent increase in the Gross Domestic Product (economic growth) all things being equal. This empirical evidence confirms that the tourism has a positive impact on economic growth in Sri Lanka in the long-run. The results of short-run dynamic coefficients associated with the longrun relationships obtained from the ARDL-ECM equation (3) are presented in Table 4 . The optimal lag length for the selected error correction representation of the ARDL (1, 1) model is determined by the Schwarz Bayesian Criterion (SBC). Table 4 result reveals that the estimated error correction coefficient is negative and significant at five per cent level ensuring that the adjustment process from the short-run deviation is quite slow. More precisely, it indicates that only 2 per cent of the disequilibrium in GDP from the previous period's shock will be converges back to the longrun equilibrium in the current period. The estimated coefficient of tourism is positive and significant at one per cent level. This implies that there is a statistically significant short-run positive impact of tourism on the economic growth in Sri Lanka.
Finally, the CUSUM and CUSUMSQ plots to check the stability of the long-run parameters together with the short-run movements for the ARDL-Error Correction Model are given in Figure 1 . If the plots of the CUSUM and CUSUMSQ statistics stay within the critical bounds of five per cent level of significance, the null hypothesis of all coefficients in the given regression are stable and cannot be rejected. Source: Authors own computation.
Examination of plots in Figure-1 shows that CUSUM and CUSUMSQ statistics are well within the 5% critical bounds implying that short run and long run coefficients in the ARDL-Error Correction Model are stable.
V. Conclusion
Autoregressive Distributed Lag (ARDL) bounds testing approach was employed to examine the impact of tourism on economic growth in Sri Lanka. By and large, our analysis reveals that the tourism has a positive impact on economic growth in Sri Lanka both in the shortrun and long-run. However, the study results suggest that positive impact of tourism was extremely lower in the short-run compared to the long-run. This may be due to the fact that human rights violations, civil conflict and other politically motivated violent events influence the tourism arrivals in Sri Lanka in the short-run. Hence, it is crucial for the government to achieve unification and stability by focusing on
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The straight lines represent critical bounds at 5% significance level political solutions to a sustainable long-term conflict resolution in order to attract more tourism arrivals and thereby the Sri Lanka can enhance its economic growth.
